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	 Producers	 are	 bewildered	 by	 the	 number	 of	 wheat	




































































Cash Price Equals Futures Price Plus 
Basis




















Figrue 3.  Key Marketing Equation.
Figure 4.  Forward Contract.
A contract requiring de-
livery (acceptance) of 
a specific quantity and 
quality of a specified com-
modity during a specific 
period.
:Forward Contract
Figure 5.  Futures Contract.
A contract requiring deliv-
ery (short/sold) or accep-
tance (long/bot/buy) of a 
specified quantity and 
quality of a commodity 










































	 The	 futures	 price	 is	 the	 price	 of	 a	 commodity	 futures	














	 Selling	a	futures	contract	works	because	the	cash price 
= futures price + basis must	hold.		The	futures	contracts	
have	been	sold	for	$4.30	per	bushel	which	“locks	in”	a	futures	
price	of	$4.30.		The	futures	contract	price	may	not	be	$4.30	
at	harvest.		But	since	cash price = futures price + basis,	
any	change	in	the	futures	price	is	offset	by	an	equal	change	
in	the	cash	price.		If	the	futures	price	increases	20	cents	per	






























The difference between 
two prices.
Figure 6.  Basis.
Figure 7.  Put Option Contract.
A contract which gives 
the buyer the “right” to 
sell a specified commod-
ity futures contract at a 
specified price.  The pre-













































contract	 and	 its	 price	 (Figures	 1	 and	 7).	 	 It’s	 important	 to	
remember	 put option contracts’ value increase as the 
underlying futures contract price declines. 	Visualize	the	




















the	 put	 option	 contract	 would	 be	 $3.80,	 the	 $4.30	 futures	
contract	price	plus	the	expected	basis	(-$0.30)	and	minus	the	
put	option	premium	($0.20).



















	 Call	 option	 contracts	 impact	 price	 through	 the	 futures	
contract	(Figure	8).		As the futures contract price increases, 
















A contract which gives 
the buyer the “right” 
to buy a specified 
commodity futures 
contract at a specified 
price.  The premium 
(value) increases as 
price increases.












































>	$3.50	=>	0).	 	And	 the	price	would	be	$3.80,	$4	 forward	
contract	price	minus	20	cents	premium.








against	 higher	 prices.	 	A	 KCBT	 March	 contract	 would	 be	




































a	 futures	 contract	 price.	 	 Its	 value	 increases	 as	 the	
underlying	futures	contract	price	decreases.		They	are	
used	to	protect	against	lower	prices.
Call Option Contract: This	impacts	the	cash	price	through	
a	futures	contract	price.		Their	value	increases	as	the	
underlying	futures	contract	price	increases.
	 Each	of	these	marketing	alternatives	should	be	consid-
ered	price	risk	management	tools,	not	price	enhancement	
tools.		These	tools	should	be	used	when	managers	want	to	
avoid	price	risk.
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